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LANE PAGE 


NATIONAL PRODUCTIVITY ADVISORY COMMITTEE 


December 30, 1983 


TO THE PRESIDENT OF THE UNITED STATES 
AND THE SECRETARY OF THE TREASURY 


I have the pleasure to transmit to you the final report of the 


The members of the Committee and I have appreciated the 
to serve the nation our work on your National 
Committee to have seen the fruits of our 
labor reflected in the public policy initiatives you have advanced 


ee See FeO CNTRS See Ca Sat et 


improving prod in America and you to be bold in 
to provide 


INTRODUCTION 
The challenge of greater productivity growth is of supreme 


importance to America’s future." 
is the relationship of goods and services uced in 
the economy to the resources used to produce . This 
ratio reflects the of the factors of production: 
labor, capital, natural resources and , and also the 
of the combination of these factors. Increasing this ratio of output to 
input means a greater volume of goods and services while 


less resources to do so. 


pressure to redistribute incomes, taking one in order to 
alpen sag With productivity increases, the task is to distribute 


 Qeenatintte © qanaaite cnenased tn one of to wane. It is 
expressed as the god or verve. Altera, its expressed a 


eeea ay th service. Alternately, it is expressed as a ratio of 


metre ube mont or services. Output per labor hour is the 
measure used most 


* President Ronald Reagan, at the White House Conference on Productivity, September 22, 1963. 


real incomes cannot rise and social needs cannot be met 
at the of other areas reducing unit costs of 
ae , prod also contributes to lower inflation and 
to building and maintaining a competitive society. In order to compete 
in world markets, American en must continue to 
seek of im their uctivity. . t has 
an obligation, at all leveis, to uctive and efficient in its own 


The declining growth in productivity is not the result of a single 
pabiechsmmpen but reflects the combination of many factors. 

gh ignorance of the characteristics of a productive 
society, America has d itself the rewards of greater growth in 
uctivity. 


iE iebtiedire cedhte © 40 en Gran exten end ene, 
innovation and creativity. It builds, educates, trains and invests for the 


future. It does not tax and the product of today’s labor without 
tomorrow’s . It is a society that lives within its 
means rather than shifting burdens forward to future 


generations. It is a society nourishes the spirit of adventure and 
en hip and rewards enterprise. It is not risk averse, living in 
the fear of failure that 


objectives. Government and bu:siness, employers and em do 
not view one another as adve: . Instead they the value 
and contribution that each can make towards ad the common 


The economic announced by the President in 1981 was 
designed to rebuild incentives and an environment for 


sustained non-inflationary growth. The based on four 


pans Aaa mies Sie Sapactions (a WE sp sedieee 
working, investing; reducing burdensome 
and unnecessary federal and i the efficiency of 
those that are ; and a stable inflation and interest 


November 10, 1981, the President also created the National 
Productivity Committee to advise him and the Secretary of 
the Treasury, through the Cabinet Council on Economic Affairs, on 
what further actions the t might take to achieve higher 
levels of productivity in the United States. The Committee elected to 
apace | bagdeamsen te prey sg J sapeonage pot ing initiatives 

near term. In addition, 
per water Aephon Nene aller dy pea 5 slp oma 
could to uctivity growth. Later, in guiding 
White House ven Fooduciiee, the Conanbites focuned 
attention on what the sector has been doing to improve 


CAPITAL INVESTMENT 


eee Seeatnent wih opens a8 ae on 

the economic climate for such investment. Committee 
and commends the President's economic program as a 

forward in this effort. The Committee recommends 


specific measures for improving productivity in the 


following areas: reducing federal deficits; an alternative to 
the current system of income taxation to eliminate the double taxation 
of corporate dividends and to lower corporat? and 
individual income tax rates; incentives and 

, in the income tax system, to 
investment and individual , the of 


Federal Budget Deficits 
RECOMMENDATION 1 
Reduce the federal budget deficit significantly now by reducing 
federal ing first and then by raising revenues in ways 
investment. 
In the of growth of federal and the size 
of the federal buciget defict have enlarged significantly share of 


capital with which our labor force works. If we continue to devote 
significant amounts of our re pee capil foro, 


Sf meE tage 


ag hora 


appropriate in ech neds peed prmappars  peSseo momluag 
ae eer 

necessary they should be accomplished in a way that least impairs 
iscaativas Gor tanteg, tavestnasl and damunnd Wellives. 


Fundamental Tax Reform 


RECOMMENDATION 2 


Replace the current income tax system with « system that 
would tax all incomes just once at rates not a oop by 
low fixed rate and provide for immediate e~yensing 
investment expenditures. 


ieaten 4 has been a continuing impediment to capital 
, tax rates 
cals and business ese w pape he on 
tax reform 
Giscussed, the Committee Believes the most important cements of 
reform are eliminating the double taxation of corporate dividends, 


a greater simplicity, equity, and 
economic 
sgh Mah margnd system of taxation impedes uctivity 
m 
bdr Te Enon Recovery Tax Act ERTA) provided mac 
to 50 percent for individuals, but it did not alter the 46 percent 
~ ah meant rl bean tens 


one of the members of the Advisory 
cha a and his , Alvin Rabushka, 
tax that be administered as 
sj chuitede an ofae ent AT}. It would replace the current 
corporate and individual income ‘ax system and tax all income at its 
source at a flat rate of 19 percent by eliminating deductions and other 
souliees dl tedieae to Ge an apt. Individuals would file brief 


Professors and this would raise enough 
revenue to close the federal deficit year 1985, assuming 
immediate enactment and no transition 
Under the Hall-Rabushka and other , investment and 
ok pe pind colargnate fp stun ghey alder pan 
taxation of corporate income and , but the system is made 
pane cn percep ape 7 dine secaied 
uals, so the poor will pay no tax and lower income groups 


that even those who experienced near tern increases in taxes, as a 
a et Oe ee ee eee 
three to years. 

The Committee is concerned about several of such a 
proposal — its A guerente oe od its impact = institutions, 
tion concerning the treatment of undepreciated asset 
the taxation of inheritances, and the refundability of carry 
forwards. Nevertheless, the Committee believes there is an 
opportunity and a need for fundamental tax reform. aimed 
ee anes cen ee Cees Cos taxation of 

, while meeting the nation’s revenue needs, merit 
high peleuity as 0 Guano of Giakditine geobudivity qpowth. 


The high inflation of the 1970's caused a systematic overstatement 
investment income and pushed more and more into 


higher tax brackets. The resulting reduction in rewards for 
saving 


activities, The fe pemechnned aan sey Aarne yay 


rationalized the depreciation treatment of capital. 
The Tax Equity and Fiscal Act of 1982 (TEFRA) 
reduced or modified certain ca investment incentives while 


= 5 


of the 1981 and 1982 tax acts has been a virtual elimination of the 

Sadiaien Maman taeuet ta ecient ened at Go 

machinery (except in public utilities) ided that the 
investment allowances. 


safe Foy weerhaag A of a fixed price purchase 
ag pe leasing of limited use property) and extend 

to public utilities; and remove the finance lease 
restrictions that require a spreading of the investment tax credit 
over five years and that limit the amount of property that may 
be leased. 


ii Safe Harbor Leasing was intended to make the tax incentives of 
accelerated capital cost recovery system equally available to all 
firms of their current financial situation. The changes made 
to Safe Leasing in TEFRA substantially reduced its benefits so 
that it is unlikely Safe Harbor Leasing will be used to any great extent. 


revenues, the of reviving Safe Harbor a 
remote. There are, however, several things that can be done to make 
non-Safe Harbor Leasing more efficient 


unanswered and certain aspects of them are inconsistent with normal 
business practice. Moreover, the courts have not accepted many of the 
guidelines. This uncertainty has discouraged some businesses from 
engaging in leasing transactions, and, for those companies that do 
the uncertainty has made transactions less efficient. By issuing 
a set of regulations forth the standards of a true lease, the 
could improve the efficiency of non-Safe Harbor Leasing. This 
would help to eliminate the uncertainty that hangs over the leasing 
industry and would help the IRS to police transactions. 
Changing the effective date and certain limitations of the s 
“finance lease” provisions of TEFRA also would improve the 
of leasing. ek can Eocoeen, enaditoeal Eolliieee aeond on 
finance leases that apply through 1985 that detract from their 
usefulness: (1) in finance leases entered into during 1984-1985, the 
investment tax credit with respect to the property must be spread over 
5 years, and (2) a user may use finance leases for only 40 percent of its 
investment per year. The use ot finance leases as an effective 
mechanism for realizing the benefits of ACRS would be enhanced if 
these two limitations were removed and the effective date moved 
forward to leases signed after December 31, 1982. Also, public utility 
property should be added to the list of property eligible to take 
advantage of the finance lease provisions. 


Individual Retirement Accounts 


RECOMMENDATION 5 


Raise the Individual Retirement Account (IRA) ceiling of 


$2,000 per year by indexing it to keep pace with the rate of 
inflation. 


RECOMMENDATION 6 


Make Individual Retirement Accounts more attractive 
permitting penalty-free, but taxable, withdrawals after 
years. 


The 1982 Economic Kecovery Tax Act did much to remove 
ne iments to personal savings but more is needed to promote 
vidual savings, especially for retirement. The $2,000 ceiling on 
Individual Retirement Accounts should be raised to provide an 
incentive for additional saving to those individuals who already save at 
least $2,000 year. To accommodate future — the ceiling 


should be adjusted SS ee ae rising incomes and 
prices. Making the accounts more liq will reduce” the 


uncertainty associated with funds to long term investment. 
Currently, IRA investments can be prior to age 59-1/2 only 


Capital Gains Holding Period 
RECOMMENDATION 7 


Eliminate the distinction between short-term and long-term 
The Committee believes that eliminating the long term capital 
in | Cop dien pene pes yy th and 


of these markets would make it easier and cheaper to buy and 
. At the same time, this change also may increase tax revenues 


generated through capital gains taxation. 


Social Security System 


RECOMMENDATION 8 


Slow the growth of retirement and survivor benefits by limiting 


the inflation indexing of ts to the excess of inflation over 
some minimal rate, e.g. the mer Price Index minus three 


RECOMMENDATION 9 
the age at which individuals can receive full retirement 
ts from 65 years to 68 years over a 12 year period by 
extending the retirement age 3 months each year. Future 
benefits also might be reduced by changing the formula relating 
thly benefits to average lifetime earnings. 


mon 

While t attention has focused on the financial problems 
of the Social ty System, many of which were addressed by the 
tome Pp yg ep temadnenys heey he 
issued in early 1983, longer term im tem on savings 
and its financial stability remain concerns. The changing age 
distribution of the population means tax rates of more than 20 percent 


10 


than 10 
While of the financial solvency issues have been addressed 
9 0 Gas tame , a continuing concern about the effects of 
on saving Coceen and productivity. The way in 
the Social Security System is structured reduces the incentive 
ey et he ayn Bs pour heay may anole Slowing the 
SS Se Se SES 0 peel mane Cer 
own retirement income through private pensions and direct 
savings 


minimal incen to accumulate additional retirement income. 

Reducing tax rates and other incentives to save will contribute little to 
encouraging additional savings those who believe that, because 
of social security, they are already g too much of their lifetime 
until their retirement years. A high level of social 

security benefits thus acts to depress private saving and therefore the 
nation’s rate of capital accumulation. While the extent of the impact of 
social security on private savings is difficult to estimate, a substantial 


Ht 


Reducing the current growth rate of social security benefits can 
contribute significantly to national savings. The Committee believes 
this can be achieved least disruptively by limiting the inflation 
of benefits. Restricting the growth of benefits to the excess of inflation 
over some minimal rate, such as three percent, as well as limiting 
public pensions and other indexed benefit programs, would provide 
ane eeneereeD Sp ae SN SED . ams while at the same 
time guaran that ts wou pace in the event of 
Mg sates of iohuation. 


Reducing future social ey ah benefits strengthens individuals’ 
incentives to save, directly or t larger 

i cubation t» Ganand Gunstine tivo wed cone 8 Geo ap @. wtteh 
full benefits could be received were extended from 65 years to 68 years 


or later. Future benefits also might be reduced by changing the 
formula relating monthly benefits to average lifetime earnings. 


11 


RECOMMENDATION 10 


Workers suffering permanent displacement from the shutdown of 
plants or a permanent reduction in em t in 
establishments represent a substantial of skilled resources, output, 
and productivity. reliable data on this subject do not exist, 
estimates the number of workers permanently dislocated from 
their the hundreds of thousands. 

urrently, the Federal-State Unem t Insurance (UI) system 
does not give States flexibility to use Ul funds in providing appropriate 
adjustment assistance to the permanently displaced experienced work 


force. The UI system exists to public financial su for 
persons undergoing labor ait Galion and, in fiscal rear 1983, 


improve the occupational and mobility of permanently 
workers. Without the and 
- sO. pen 


sector and efforts to assist dislocated workers. S 

programs ae a Saeeanee See Soe ee Sees © aes 
dislocation should be . In addition, local job information 
systems can be im improved and integrated through an interstate network 
to improve the availability of information on prospective job 
ee eee ee See On er 


attention also should be given to partnerships wi ~ 


training councils, local private industry 
~__ivoving sate ob waning t service administrators in each of these 
efforts will hel so ones Gah On Stater dislocated worker programs 
are with existing employment and training programs. 
Productivity in Health Care 
RECOMMENDATION 12 


Federal and State government agencies should encourage the 
development and use of State and local health care coalitions. 


14 


The Federal Government should develop 

guidelines for acceptable activities of State and health care 

coalitions to constrain rising health care expenses. 
RECOMMENDATION 14 


The Federal Government should adopt a system of prospective 
private sector institutions to do the same. 


RECOMMENDATION 15 
experimentation with health care t programs that 


federal-state cost of increased at an average 


15 


16 


rather to focus on cost increases. involve 
+ constraining "y = They parties 
anti-competitive behavior, however, and they need to have a better 
of what activities they can undertake, and what 


a coalition can determine that there are not enough ambulatory care 
facilities and subsequently more are provided, this too will result in 
health care expenditures while providing greater access to 

health care. The appropriate role for the federal t in this 
meee by b yty Cray fe ek a 4 
to organizations to considwr 

this as a vehicle for to the pressures of rising health care 


costs. The Federal role should not be regulatory, prescriptive nor to 
require the use of these coalitions. 


Se en oe ee more widely to health care 
ties to 


Finally, the Committee believes that promoting greater choice 
among workers and groups of workers as to health care benefits — so- 
called cafeteria plans where workers receive funds not expended on 
OS BS = ene ae eae 
savings in the offering of these plans. there may be some 
minimum benefit level that will need to be prescribed to assure basic 
health, and thus uctivity the work force, beyond that point 
employees would be able to select the health benefits they 


The Committee recognizes that there are a multitude widely 
debated alternatives for improving productivity in the health care 


RECOMMENDATION 16 


, facilitate, and assist the ion and | 
Sane PE Se fy nye —"* 
industry, State, community, firm and operating uni’ level: 

- In structurally distressed sectors or localities, governments 
chendd sessmnmand end euch ther-cnomagenes groupe to 
seek long-term adaptation and solutions to structural 
problems. 

- The Department of Labor and the Federal Mediation and 
Conciliation Service should continue to ide informati 
and research services to help cooperative committees. 

- Government should encourage formation of joint committees 
nen a bey hy pet — 7a 

no 
is eas bateee el eee 
RECOMMENDATION 17 
Examine alternati , tinuine dial 
— ee 


managemen 
t grou to a consensus on issues 
related to product and of life can 
SS to attaining these these 
should be tary, the Committee government can 
facilitate these efforts 


There ways of structuring and pursuing 
employes, management end government parlcipation end the 


17 


sectors; 
© In sectors where private parties have had no systematic research 
or development to enhance their international 


encouraging formation of committees to assist in 
Sinn ai wn Sv ct 


” ialgue a he nao satel local Goomnen 0 obaill' ond 


Rebuilding a common commitment our major institutions 
suedier 0 dation dition & quality of work life is 
to com 

and international . Working together can serve the interest of 


parties. 


jut 


18 


stationary 
the financial services industry on 
in the economy. In addition, the 


ttee also endorsed a legislative 
initiative to provide greater flexibility in requiring the use of visas by 
non-immigrant visitors from certain developed countries. 


Clean Air Act Passenger Car Emissions Standards 


RECOMMENDATION 18 
enger car emission standards at 1980 levels to 


, ~~! ac impact of the 


1981 and 1984 emission s 


19 


Productivity growth 

one quarter since 1968, in because compliance requirements 
under the C:ean Air Act agp ae 
productivity improving investments. While limitations make 
precise quantification of the effects of the Clean Air Act 
recent research has estimated that more than 15 percent of total factor 
inputs in each vehicle are required to meet 1981 car 
emissions standards. One study has calculated complying with 
the 1981 passenger car emissions standards costs $1,450 per vehicle. 
This represents a cost of over $14 billion in a 10 million car sales year. 


requirements that far exceed the value improvement 
ae Sa , and that the 1980 
would make no change in the rate of 


toward achieving the carbon monoxide \National Ambient Quality 


Standards. 
the 1980 standards also would eliminate the 1984 
all new cars to meet high altitude standards, even 


though ony three percent of al sales are for high atude use use. The 
sddilond teodactiny loss resulting from the all-altitude standard has 


Eliminate regulatory decision-making based on tech 
requirements and end the discrimination against new plants 
created by the new source performance standards. 


RECOMMENDATION 20 
Review the National Ambient Air Quality Standards 
(NAAQS) setting process to simplify it and assure that the 
compliance requirements are set to approximate more closely the 
time periods and weather cycles actually encountered in 
production. 


RECOMMENDATION 21 


Amend the Clean Air Act to include consideration of economic 
and welfare costs in developing secondary NAAQS. 


21 
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of emissions is needed, the Committee examined 
areas in which the current appears not to be working. New 
plants, for example, bear a burden, because the 


standards that a to existing sources allow pollution far in excess of 
the strict standards for new sources. The Clean Air Act creates an 
incentive for industry to keep old plants operating on line after they 
become obsolete. 
oon eee anne Gee enne conan oe oe ORES SD 
t com meymy frete epe pce gee | acilities can be 
full com up to 98 percent of all operating periods with much 
less expensive noncontinuous contro: equipment. To obtain the extra 
increment, however, EPA has ordered firms to install costly equipment 
without considering other approaches, such as periodic shutdowns 


— conditions. introduced in 1982 
have allowed areas under the Prevention of nt 
Deterioration m to allow noncontinuous control so long as the 


extra emissions not exceed maximum levels. 

The basis for particulate matter in sulfur dioxide standards are 
1960 British epidemiological studies. For particulate matter the EPA 
ee en eee one re ae ee 
stringent those recommended. In addition, the 
technique for monitoring and the criteria involved add further safety 


factors such that the cumulative effect is protection beyond what was 


intended or is needed epide . The process for setting 
NAAQS is also lengthy and com 

The secondary NAAQS seek to protect the nation from injury to 
crops and other adverse nonhealth but the standards setting 


process does not allow for explicitly considering welfare and economic 
costs in atcaining the standards. Based on past experience these 
standards likely will involve many adverse welfare, economic and 
productivity losses in excess of anticipated welfare gains. These costs 
and benefits should be considered jointly in setting secondary 
standards. 

The EPA emissions trading policy statement represents a 
significant step forward in providing a new regulatory framework. 
Making the policy effective, however, depends on states deciding to 
participate, and therefore, there is an opportunity for a patchwork of 
different state systems with no clear national policy. In addition, court 
cases have raised serious doubts about the EPA’s authority to pursue 
these new initiatives. As a result, statutory authority for the EPA 
bubble concept and other regulatory reform initiatives is necessary. 

The alternative is a transferable discharge permit (TDP) system 
that would give each plant the right to discha pe a given volume of 
pollutants. The system, by allowing transfer of these rights, would 
make it possible for high cost abaters to reduce their control cost by 
purchasing discharge rights from lower cost abaters, and would 
eliminate the disincentive to build new plants resulting from the 
difference between SIP and NSPS emission levels. To prevent the 
system from allowing an increase in pollution as new plants receive 
permits, the government could purchase TDP’s in the market to 
distribute to new sources. The total number of permits available in a 
region would remain unchanged so total emissions would not increase. 

The Committee's objective is to maintain environmental q _— 
while permitting the market to equate costs and benefits of con 
thereby providing greater efficiency in meeting the nation’s Clean Air 
Act goals. The Committee’s recommendations will eliminate the 
current bias in favor of old technology and provide an incentive to 
invest in new technology since firms replacing old plants with cleaner 
new facilities will achieve gains through the sale of surplus _— 
For those who would like to achieve even cleaner air, a TDP sytem 
would allow the government or environmental groups to buy up 
emission permits in a particular area. 

Overall, the transferable discharge permit system provides a cost 
effective method for reducing emissions to the level required by the 
NAAQS. In addition, it permits a superior alternative to the current 
“standards and plans” method of administering the Clean Air Act that 
will enhance productivity growth. 


Financial Institution Reform 


RECOMMENDATION 24 
Expand thrift institution lending and investment authority to 
improve their profitability und productivity and the 
productivity of the industries that rely on funds from these 
institutions. 


RECOMMENDATION 25 


Accelerate the Depository Institutions Deregulation Committee 

lation of interest rates so commercial banking and thrift 
institutions can compete more efficiently for short term 
loanable funds. 


Although measures of productivity growth in the financial services 
industry are imprecise, the Committee believes that the current 
financial regulatory environment, developed over the last half century, 
has substantially impeded productivity growth in this important 
industry. The Committee considered several areas in which reforms 
are needed: expanding the service — of depository institutions; 
removing anticompetitive barriers across financial institutions; and 
expanding service location opportunities for all such institutions. 

There has been a long history of Congressional control of banking 
and savings institutions to protect depositors and to prevent the 
growth of concentrated market power in these institutions. As 
constraints were ap po for good reasons, a body of regulation 
developed that itself caused the creation of new institutions providing 
banking services outside of the banking regulatory framework. Many 
of these services became substantially superior to anything that banks 
could offer and the financial marketplace began to move beyond 
traditional depository institutions. 

Before the Garn-St Germain legislation in 1982, thrift institutions 
(savings and loan associations and mutual savings banks) were 
restricted in the range of lending and investments they could offer. 
This affected their capacity to e profitably and productively; it 
also affected the productivity of financial markets providing capital to 
individuals and businesses. Providing the thrift industry with 
increased lending and investment powers gives it greater flexibility and 
will provide — vitality and productivity in financial markets on a 
longer term basis 

The schedule for removing interest rate limitations on savings and 
time ts offered by commercial banks, savings and loan 

and mutual savings banks, first adopted by the 


Depository Institutions Deregulation Committee, began with 


' me 
loanable funds out of traditional depository institutions. Therefore, an 
acceleration of the deregulation schedule and attention to the 

competition for shorter term funds was necessary. 

Committee believed that legislative action on expanding asset 
powers for thrift institutions should be coupled with accelerating the 
deregulation of interest rates on all depository institutions. Creating 
greater competitive access to shorter term deposits without 
expanded asset powers for thrift institutions would have contributed to 
the inefficiencies that were responsible in part for their asset-liability 
imbalance. 


Regulation of Financial Activities 


RECOMMENDATION 26 


Exempt from branching restrictions bank owned or leased 
customer transaction terminals and permit less restricted use of 


productivity enhancing technology. 
RECOMMENDATION 27 


Request the Department of Justice to examine the unique 
situation presented by shared EFT systems and to provide 
guidelines on the application of antitrust laws. 


RECOMMENDATION 28 


Promote alternate federal-state examination of state chartered 
banks subject to FDIC and state examination rather than 
concurrent examination to permit more efficient and productive 
use of bank and government audit resources. 


The financial institutions regulatory framework, particularly for 
commercial banks, has developed without recognition of the rapidly 
increasing availability of new techno for use by the banking and 
financial service industry. As a result, the regulatory environment has 
impeded the growth of technology and productivity within these 
organizations. 

This technology is also changing the in which banks can 
provide basic services to their customers and in which they can relate 
to one another. It accommodates a higher volume of transactions and 


provides incentives for sharing facilities with other institutions or for 
an institution’s own facilities, thereby enhancing the 
industry's uctivity. The mismatch of service capabilities provided 
by new t and existing legal mandates has created an 
environment that the use of productivity enhancing 
and also creates legal uncertainty. 
Each of the hey Se pte. hye oe 


banking laws. Thirty-four states have enacted legislation specifically 
governing goveng deployment fc of ped machines, most 

transfer (EFT) ities as other than the 

egal equivalent of» fll service branch The 1976 Federal 

Court decision in the case of Independent Bankers Association of America 
v. Smith (Comptroller of the Currency), however, held that the 
Comptroller of the Currency lacked power to classify a national bank's 
customer communications terminals as non-branches. The mere 
maintenance of a regulatory mechanism to process applications for 
branch facilities that are no more than service machines at remote 
locations im productive deployment of these machines and 
provides a drag on productivity within the regulatory establishment. 

Separately shared EFT systems have increasingly crossed state 
lines, partially in a response to the general dominance of state 
branching laws. Twenty-three states opening any EFT system 
to some of sharing with multiple financial institutions. Fourteen 
sen pound Ghastensis tenpenations to Gaw queen Guts ciate banden. 

The application of EFT technology also has been subject to 
increased uncertainty because of the possibility that shared systems 
may violate antitrust laws concerning “combinations in restraint of 
trade.” Antitrust is a major issue for the national bank card system 
(Visa and MasterCard), and it is becoming one for the growing 
regional shared EFT systems. The Committee believes in general that 
legislation and ion of the financial services industry must react 
more quickly to the development of new technology. 

In addition, duplication and redundancy in the examination and 
supervision of these financial institutions have imposed unnecessary 
regulatory burdens and impediments to productivity growth within 
these institutions. State chartered banks insured by the Federal 
Deposit Insurance Corporation (FDIC), for example, are examined by a 
State banking supervisor and the FDIC annually. In most cases 
examination by both supervisors is redundant and reduces the 
productivity of these institutions. To eliminate this duplication, the 
Committee recommends pursuing a divided examination program 
similar to that used for nationally chartered banking institutions. 

The Committee recognizes and commends the creation of the Vice 
President's Task Group on the Regulation of Financial Services and 
believes that the principles of regulatory consolidation should be 
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RESEARCH, DEVELOPMENT AND TECHNOLOGICAL 
INNOVATION 


ae weepedenrion “nig od eee, 


a sa innovation we d productivity, but it is activities that 


The role of government in the research, development and 
innovation process is to maintain an appropriate environment for such 
activities. Where the benefits arising from the development of new 
knowledge are not captured by those who develop them, government 
funding and support ™ appropriate, to the point that additional 
benefits are equal to the additional costs of obtaining them. In 


nd of wegen ig Potheg med mee pam ropriate the 

i ‘ i research and 
development thereby provides profits for those who invest in it, 
whereas government investments are in those areas where the benefits 


Committee focused principally on the role that government 
might in strengthening the incentives for private investments in 

, development and innovation and in creating an environment 
that will facilitate productively using the knowledge from this research. 
It identified several areas as providing the most significant payback 
from immediate government action: reforming patent policies to reflect 


the dynamics of new technology; addressing the challenge to the 
intellectual property regulatory framework presented by computer 
software; redressing the science, math, and engineering manpower 
shortages; clarifying the antitrust constraints on cooperative research 
and development and highlighting such opportunities as limited 
research partnerships; focusing attention on research in the service 
sector; identifying an appropriate role for the government in the 
process of metric conversion; and developing a national medal for 
productivity achievement. 


Patent ari Trademark Of‘ice Modernization and User Fees 


RECOMMENDATION 30 


Administration's efforts to modernize the Patent 
and Trademark Office Office and support financing its modernization 
hog serfs compare th es Caged oe 


The patent system, through its impact on technological 
innovation, ee Geeeny S) Cinna: Ge SEY 
growth. It provides incentives for creating new 
turn improve productivity, develop new industries and jobs, yy 
maintain or im American industry’s competitiveness in domestic 


In addition to the actions already taken to strengthen the judicial 
system for dealing with patent cases on appeal, the Committee 
believes that we must improve the overall effectiveness and efficiency 
the Patent and Trademark Office (PTO). Our patent system has often 
impeded producti 7 ae technologies from being developed 
and used. Without necessary to assure a market rate of 
ES 0 a Se SNS Se Cee > Ene See 
technologies not become available in the where they 
could contribute further to more ssbee ond ellen efficient work. 

During fiscal year 1981, the processed about 88,000 patent 
applications, approximately 20,000 less than it received during that 
fiscal year. This added almost 10 percent to the backlog of over 200,000 
cases. It took nearly 23 months on average to secure a patent. 
Sean 6) GERD OSE SS Se ee ears 
files were missing or . In rapidly developing fields as many as 
one out of four patents was missing or misfiled. 2 on @ 
trademark, it was taking 24 months, an unacceptable length of time for 
businesses needing trademark protection. 

TT ee ee ee ee eee 
overdue and is needed not only to increase PTO productivity, but 
more importantly to facilitate the patenting of new 
thereby —e er opportunities to market and use those 

ommittee believes that the principle of cost 

Saat Ueoadh Gans tan on enemas eee aman te 
modernization. Eventually, the patent and trademark process should 
become self-supporting. urrent fees are inadequate to accomplish this 
modernization and are inconsistent with inflation adjusted charges in 
ee ee 

inventor groups, small businesses and patent practitioners are 
concerned about higher rates for processing patents and 
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expensive for small businesses and independent inventors, and also 
that public benefits may exceed private and user benefits from an 
improved and better used patent and trademark system. Systems in 
sees lies acd Ape ee geen cephndneechydppenardary. byes 
pase & eee on the organization to control its costs if 
there is no ou competition. 

Considering these concerns, the Committee believes that setting 
fees by Congress would assure that they would not be raised without 
ee ene Sans & Stree Se Saag Se centemer pais 

, the authority for which would be delegated to the 
Commissioner of re Sey OO Seen & Oe 
could be increased to support the filing, issue and maintenance fees 
paid by small businesses, independent inventors and non-profit 
organizations. 

Patent Term Restoration 
RECOMMENDATION 31 


Restore part of the patent terms to applicants with patents 


eroded by federal pre-market regulatory review to enhance 
incentives for research and innovation. 


nad cues den t element in patent protection, 


ee segments of the technology industries that face 
peter long y long a in market introduction because of necessary 


ection alternatives attenuate durin clearance 
ventions in certain high technology s, including eed 
chemicals and pharmaceuticals that depend heavily on patent 


protection, are affected adversely by the pre-ma clearance 
procedures that count — their patent term, th eroding their 
protection. Restoring some portion of the patent term to applicants 


whose whose patent protection is otherwise reduced by federal pre-market 
would restore incentives for research activity 


ssiaied Wy Ge eames quam 
Inventions From Government Contracts 


RECOMMENDATION 32 


Establish a uniform patent policy across all government 
agencies that would permit all government contractors, except 
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in narrowly defined areas, to retain commercial rights to their 
inventions to provide greater incentives for developing and 


using these inventions. 
Different t agencies have maintained different policies 
for seaenaatihden eotants for inventions developed under 
t contracts. This prevents fully utilizing these advances and 


many of the most sryptinet a and er contractors 
from participating in government programs. Establishing a uniform 
rows a permitting all government contractors, except those in 

defined areas, to retain commercial rights to their inventions, 
while protecting broad government license and “march in” rights, 
would provide greater incentives to develop and use the inventions 
and innovations arising from rmment contracts. 

The Committee Slbbess that legislation is necessary to establish a 
uniform patent policy across all government agencies and for all of 
their contractors and grantees. Such legislation would assure greater 
government responsiveness and would serve to spur business 
executives to invest in inventions resulting from federally sponsored 
activities. The Committee believes that the likelihood of an invention 
being developed and used commercially increases significantly when 
exclusive commercial rights in the form of title are given to the 
contractor or developer. Otherwise, there is less incentive for private 
organizations to invest the funds necessary to advance the invention 
or innovation to commercialization. 


Patent Validity and Infringement Disputes 


RECOMMENDATION 33 


Enact new legislation to permit voluntary arbitration of patent 
validity and infringement disputes. 


Arbitrating disputes about patent validity and infringement will 

alleviate one of the major deterrents to using the patent system, 

especially by small businesses and independent inventors who are 
deterred by the inordinately high cost of patent litigation. Voluntary 
arbitration of patent disputes has been frequently suggested as a 
possible solution, but various judicial oe apr po ome appear to 
preclude using arbitration of patent validity and infringement issues 
without statutory authority. Early cases turned on a technical point 
regarding the of the commerce clause of the Constitution and 
therefore the applicability of the Arbitration Act of 1925. More recently, 
courts have reasoned that patent validity and infringement are of suc 
vital public importance that private arbitration is inappropriate. 


Amend the copyright laws to grant software authors protection 
under trade secret and copyright laws simultaneously. 


RECOMMENDATION 35 
Add criminal penalties to the copyright laws far computer 
program piracy and counterfeiting. 


RECOMMENDATION 36 


Revise the copyright laws so that an author can copyright a 
detailed description of the software as well as the software 
program itself. 


The computer software field is one of the most rapidly growing, 
profitable, and potentially significant contributors to productivity 
for U.S. products and industries. Protection of individual 
rights in computer software is essential to assuring the 
unimpeded deve nt of computer software. Better protection of 
authors’ rights in their software will provide a stronger incentive to 
develop new software and disseminate it more widely. 
th the continuing growth of the use of personal and small 
business computers, there is a corresponding increase in the need for 
better computer software. The great bulk of computer software for 
smaller computers is written by individual authors or small software 
enterprises whose only incentive is the revenue from the sale of their 
products. Strengthening software property rights will improve the 
cmb for further development a make dissemination more 
table. 
Prorecting intellectual property under trade secret, copyright or 
= statutes is well established, but provides only limited protection 
the authors. Trade secret protection may be lost after a few 
hundred sales, or if the author obtains patent protection or seeks 
t tration. Patents are expensive and do not apply to 


algorithms. 


Copyrights protect the but not the substance of a 
ae poy sulapaten teenie santos and tah soa one 
will dwindle further because secrets are 
i ceili ellen bandeade at Gemaune of allies one. 
The Committee supports provisions to guarantee that the 
t notice of a program would not constitute publication in a 
way that would forfeit trade secret protection, and which would permit 
confidential deposit of a copywritten program so that trade secrets are 
not revealed. 
ee en Sener aes Onn Se Senay alle fer 
_e i t remedy for computer software 
au suits are and time and 
| Jatt Ry -t oe 
that providing for criminal penalties strengthen che 


Stending eopetge pretesion to t copies that are logically 
the same, but which a different physical appearance, would 
protect both the form and the expression of the software. This 
treatment would be analogous to that extended to musical 
compositions. It would prevent line by line transposition of a program 
from one language to another, just as a musical composition is 
protected against transposition to a different key. This would not 
prevent the independent creation of a similar program nor would it 


RE ae nae oe cere Ce Satna. 
The Committee believes that increasing the protection of computer 


software in these areas will not inhibit its creation and dissemination, 
hut rather will assure better protection of the author's interest and thus 
greater incentives for development and dissemination. Without better 
protection, there will be less software developed and disseminated and 
the opportunity fo: better use of productivity enhancing technology 
will be lost. 


National Medal for Productivity Achievement 


RECOMMENDATION 37 


Establish a National Medal for Productivity Achievement that 
the President would award annually for significant 
productivity accomplishments by organizations. 


Currently, there is no national recognition for the outstanding 
contributions of organizations to increasing productivity in the United 
States. The Committee believes that recognizing extraordinary 
productivity achievement will stimulate interest in striving for 
Productivity growth, as similar awards have done in other areas: the 


National Medal of Science awards a Presidential citation to individuals 
for their outstanding contribution in neering and sciences; the 


The use of similar awards in other countries also h.s been 
successful. The Deming Medal Award to Japanese companies has been 
sas dtd «aga ken y eo ligheg wee ys he, oh pee A 


highly ellecive slimalant for poometing management excalonce. 

Ne pe pn = he seg ag dag 7 el 
exceptionally hi a 6 es oe nited States 
organizations should be recognized nationally. A Medal for 
Productivity Acuevement would lend prestige and distinction to the 
receiving organization and at the same time ~ane Genel Bo 
awareness and the im of productivity in advancing the 
standard of living in the United States. 

The criteria and rules for awarding the National Medal for 
Productivity Achievement, as well as the actual selection of the 
candidates to receive the award, should be governed by a national 
commission. After such a commission is appointed, the role of the 
federal government largely would be ceremonial and administrative. 
The President would make the awards and in doing so lend the 
prestige of his office and signal the importance he attaches to 
productivity as a matter of critical economic concern. 


Math, Science and Engineering Education 


RECOMMENDATION 38 
Establish Presidential science and mathematics teaching awards 
(certificates and cash) for demonstrated excellence in science 
and math teaching at the secondary school level. 


RECOMMENDATION 39 


Provide joint Federal, State and local government and private 
sector support for continued training of secondary school math 
and science teachers. 


RECOMMENDATION 40 
prone pe sahyncr pad ate vey ne harem sy 
‘eee “per Camtien Aout tp 
commitm nts to university research and teaching. 


RECOMMENDATION 41 
r aad — 
rasp pine ws 2 pe 
’ in matching funds for research and graduate training 
in manufacturing engineering. 


—— organizations 
the concerns shortage of qualified 
canan al aalandin Gale atl on teainasee tea 
industries. This results from systematic prodiems in 


and university education programs; there are too few well 
att yore he mage le say) wor pan ~~ paamaaalhmammmamaaal 


and science faculty members. 
The nation’s pre-college education system is difficulties in 
attracting and rete science and math Half of all 
teachers newly hired to teach science and mathematics are 


encased to ‘each these exhjects. One Ghisd of U.S. Sigh echesle do 
not sufficient mathematics to prepare graduates for engineering 
schools. Only about one sixth of high school graduates have taken 

junior and senior level courses in science and mathematics, and, as a 


To meet the ing scientific and engineering manpower 
shortage in the United and to maintain a steady increase in 
productivity, these problems should be addressed at both the high 
school and university levels. In any such effort, private sector 
eeereien & enpertant te ot eiennas ane ee © ane 

budget pressures. The Committee believes that a Fresidential 
Science and Mathematics Teaching Award will help recognize the 
outstanding efforts of many my epee 5 teachers, and will permit 
those who are selected to use their cash award in their own schools to 
further their work. The Committee believes that such an award 
provides an appropriate incentive for excellence without substantial 
expenditures. 

In addition to recognizing the outstanding achievements that exist 
among math and science faculty in our secon schools, the 
Committee also recognizes that our schools assistance in 
developing and maintaining subject matter competent science and 
mathematics teachers. Together, the federal and state and local 
governments and the private sector jointly can support training 
programs to meet this objective. 

Colleges and universities should be responsible for developing 
and implementing these training , with government and 
private sector organizations pe ing the funding. In some cases, the 
private sector also may be able to provide skilled instructors for the 
teaching programs. Participating teachers should be selected from 
among candidates nominated by state and local school authorities and 
should participate for credit in the university programs designed to 
improve their subject matter competence. 

At the university level, a series of Presidential awards for 
excellence in research in engineering and science fields would be an 
important and useful step in addressing the scientific manpower 
shortage problem. Relieving other constraints to maintaining adequate 
science and engineering faculty will require additional action and 
study by others. A Presidential award will provide immediate 
recognition of the problem and a constructive incentive for making a 
commitment to academia. 

The faculty members in scientific and engineering fields would be 
selected on the basis of the quality and excellence of their research and 
their commitment to an academic career. The Committee specifically 
would encourage awards in the fields of engineering and science that 
have the greatest potential for contribution to productivity growth. 
That judgment should be made in consultation with experts from the 
private sector and universities, but exemplary areas would include 
manufacturing engineering, materials and computer sciences. 

In addition to its general concern about engineering education, the 
Committee also believes that present engineering curricula do not 


adequately teach engineers to design products for inexpensive, quality, 
mass production. 

For the past several decades, U.S. engineering education has 
emphasized preparation for careers in research and development. 
ee Ee 6S ie GRIER GE nee PSNR A ene Eiger 
quality, low cost ucts, such as design for manufacturing, process 
technology and design and production automation, have received less 
attention. 


Tae RIES SERENE GD iy 0 We, catalytic role in meeting 
this productivity challenge by stimulating universities to focus on 
marufacturing systems, technology and education. The Committee 
believes that in obtaining matching funds universities also will work 
more closely with industries. Engineering schools need industry 
involvement to assure relevant training for manufacturing engineering 
students. At the same time,the private sector should work more 
closely with educational institutions to communicate its needs. 


Cooperative Research and Development 


RECOMMENDATION 42 


Review current antitrust laws and practices to clarify their 
application to cooperative research and development. In 
addition, the Department of Justice should revise or expand its 
business review procedures to permit a continuing dialogue 
between Department and corporate officials on specific 
cooperative ventures, especially those that are oriented to 
production. 


izing the key role that cooperative research activities 
currently play in the international marketplace and the greatly 
—— use of such efforts by some countries, the Committee 
be that the United States government should review its own 
activities to assure that they do not — the competitive or 
cooperative efforts of U.S. ventures. Without adopting interventionist 
measures, the federal government can take additi steps to facilitate 
ive research and development and thereby remove 
impediments to the productivity growth and international 
competitiveness of American industry. 
dustry representatives have contended that government antitrust 
impose barriers to cooperative research ventures. Department 
of Justice officials point out that of the 21 joint research ventures 
presented for approval in the last 12 years, only two received an 
unfavorable res , they declined to rule on one, and they never 
have senseeuted where a favorable ietter of intent has been issued. In 


addition, the Justice Department issued an “Antitrust Guide 
Concerning Research and Joint Ventures” in 1980 to clarify its position. 

Nevertheless, industry representatives continue to maintain that 
rules defining legitimate joint R&D ventures are unclear; they claim 
that the specific antitrust limits of acceptable conduct under 

ive R&D arrangements are vague and uncertain. Antitrust 
officials counter that industry has not tested the limits sufficiently to 
elicit appropriate clarification, adding that industry is using antitrust as 
an excuse for inaction. Whatever the merit of these conflicting 
positions, the fact remains that a strong divergence of views exists. 
Accordingly, the Committee believes that government and business 
officials should reexamine these issues jointly. 

A key concern is the extent to which our antitrust laws have 
remained ——— with the determinants of competition within a 
much changed international economic environment. Foreign firms now 
present a formidable challenge in high technology industries and 
foreign governments support their industries with a variety of 
measures. Seldom do foreign governments permit their antitrust 
policies to impede collaborative efforts in high technology sectors 
identified as essential to the achievement of national economic goals. 
Many foreign firms, encouraged by their home governments, define 
their relevant markets in global, not just national, terms rather than as 
national markets. In view of this, the Committee believes that a review 
of our own antitrust laws and practices is necessary to assure that they 
do not unnecessarily impede collaborative R&D among American 
companies and to make any revisions necessary to foster such efforts. 


Research and Development Tax Incentives 


RECOMMENDATION 43 


Provide guidelines on the use of Limited Research Partnerships 
for cooperative R&D and information assistance to 
—_ seeking to establish such partnerships. In 

ition, the Treasury and Commerce Departments should 
evaluate the impact of the incremental R&D tax credit and 
possible modifications to it that would maximize those R&D 
investments most likely to contribute to productivity 


improvement. 


Tax incentives can contribute to an environment that stimulates 
greater private sector funding of research and development. While it is 
not clear what impact the tax incentives developed during 1981 and 
1982 have had on cooperative research and development ventures, 
limited research partnerships (LRP) appear potentially attractive under 


LRP tax practices thereby jeopardizing incentives applicable to 
legitimate LRPs. Accordingly, the Committee believes that the 
government should act promptly to set guidelines for the use of tax 

isions by LRPs to assure the continued and legitimate use of LRPs 
in ive research and development funding. 

ough there has been only limited data to assess the impact of 
the Incremental Research and Development Tax Credit enacted in 1981, 
the Committee believes that it may be possible to improve its current 
“pen in certain respects. The upper limit p on increase in 

D expenditures subject to the credit significantly limits the 

availability of the credit for increased R&D expenditures. Therefore, 
firms may be discouraged from making large increases even when 
necessary to achieve a critical minimum research effort. Moreover, it is 
not clear that the current credit actually encourages R&D expenditures. 
Primarily, it may reward those who would have undertaken the 
research anyway. 

While the Committee does not recommend specific changes to the 
current incremental R&D tax credit provisions, it believes that the 
credit could be improved in ways that would maximize private R&D 
investments more likely to contribute to productivity improvement. 
Accordingly, it recommends that the Departments of the Treasury and 
Commerce evaluate the experience under the credit with a view to 
developing recommended changes. In particular, the Committee 
believes that greater attention should be paid to the service sector and 
other non-manufacturing industries and specifically that the tax credits 
should be extended, as appropriate, to those industries. 


Service Sector and Other Non-Manufacturing Industry Research 
RECOMMENDATION 44 


Direct the Treasury rtment to develop legislation and 
regulations to extend the definition of “qualified research” to 
include non-manufacturing sector expenditures on productivity 
enhancing research, development, and investment for activities 
such as testing for quality control; efficiency and management 
surveys; and alternative management and marketing 
techniques. 


RECOMMENDATION 45 


Allocate a greater share of existing federal research funds for 
improvin pam ity to service and other non-manufacturing 
the economy. 


The service sector has grown faster and created more employment 
ities than any other segment in the economy. During the 
S, approximately 80 percent of all jobs created in the e sector 
meg ty mn In January 1982, 72 percent of the labor was 
engaged in producing services. As our economy depends more on 
non-manufacturing industries and especially on those industries where 
market demand is relatively insensitive to price increases, their 
productivity growth will become even more important to the economy. 
Although productivity growth in the service sector has tively 
behind other sectors of the economy, there has been only a re 
small allocation of federal resources to improving service sector 
productivity. Accordingly, the Committee believes that there are two 
areas in which government action could provide a significant stimulus. 
First, the current definition of “qualified research” expenditures is 
limited to research and development costs in the experimental or 
laboratory sense. This results in a bias in the incentives favoring 
manufacturing over service and other non-manufacturing research 
activities not classified as experimental or laboratory. By adding non- 
manufacturing research expenditures to the research and deve t 
incremental tax credit provisions, these industries would have a 
parallel incentive to pursue additional productivity —— 
research. In addition, unless industries applying new technology and 
new techniques are permitted to treat their own ditures to bring 
their own technology on line as creditable, the R&D creditable benefits 
may not be as fully utilized. The cost of initiating a new payment 
— in retail outlets, for example, may be as costly and uncertain as 
eveloping the technology of the system itself, and the reward from its 
use may be even more uncertain. 
The research and development tax credit was enacted to overcome 
™ Peg of many businesses to bear the significant costs of 
Saaation tiie and certain computer charges in initiating or 
g research ——— designed to develop and apply new 
cochnsteay. Under the present provision, the it is not available for 
ditures made in connection with on-site testing of new 
technology or productivity enhancing equipment; testing of materials 
or products for quality control; developing office automation 
alternatives; efficiency surveys or management studies; and marketing 
research on alternative service delivery mechanisrns. Excluding these 
activities ignores their importance and the parallel economic benefits 
derived from similar type expenditures. Moverover, it ignores the 


41 


rewards for which the credit was enacted: increased productivity with 
cost and energy savings. 

While the Committee realizes that extending the tax credit to non- 
manufacturing activities may have a short term adverse impact on tax 
revenues; over the longer term, greater growth in productivity, 
employment and output will restore revenues. Without a 

corresponding application of the benefit to R&D consumers in the 
non-manufacturing sectors, the full benefit of laboratory or 
experimental research will not be realized. 

A separate problem confronting efforts to improve productivity in 
non-manufacturing industries is the difficult analytical challenge of 
measuring output and productivity in those industries. Because it is 
one of the fastest growing economic sectors, more research needs to 
be directed to the structure of service industries and how productivity 
growth takes place. In an oo pom sector there are greater 
opportunities to develop an loy new technology and new 
techniques. How well service industries can obtain and use technology 
and new techniques, however, will depend on naa } more about 
that process. Because less is known about the relationship of capital 
and non-capital a a of research to productivity in this sector, it is 
difficult to the impact of government incentives for capital 
formation or research and development to promote productivity 
growth in services. 

The Committee believes that there is an appropriate role for the 
government in supporting research in Ss growth in the 
service sector and that the resulting information be essential to 
informed and efficient economic and public policy decisions. 
Accordingly, it recommends giving greater priority to service and non- 
manufacturing sectors in allocating existing federal research funds for 
improving productivity. 


Metric Conversion 


RECOMMENDATION 46 


Acknowledge the role of metric conversion in enhancing U.S. 
international competitiveness and productivity in certain 
industries and endorse unimpeded conversion on an industry- 
—_ basis, justified by private sector competitive forces. 

version should be neither mandated nor prohibited, and the 
Department of Commerce should provide a clearing-house 
service to channel reports of regulatory and legal impediments 
to appropriate Federal, State and local officials. 


The termination of the Metric Board and the transfer of its 
responsibilities at a reduced level of funding has created uncertainty 
about federal policy with respect to metric conversion. The Committee 
believes that it is in the economic interest of the United States to 
continue the process of voluntary conversion to metric measurements 
unimpeded by other than market forces. 

Industrial standards play a specialized, unique and complex role 
in U.S. productivity, sosliediade where incompatibilities wi 
requirements of overseas markets are concerned. As those sectors of 
our economy engaged in international trade continue to grow, metric 
measurement standards are becoming a more important consideration 
in our production and our ability to expand exports. A long range but 
pervasive issue is the presence of the so-called English units of 
measure as the basis for industrial practice in the United States. With a 
few exceptions, the U.S. economy exhibits greater persistence in usin 
non-metric standards than other industrial nations, with a detrimen 
price impact on parts, inventory and engineering drawing conversions 
that impedes productivity growth. 

The process of change, however, should not be mandated. The 
experience of other countries suggests that a mandated transition to 
metric standards may inhibit productivity growth as much as it helps 
it. The process will be most effective if it is voluntary and occurs 
enterprise by enterprise and sector by sector under normal market 
forces. In this way, the costs of conversion are minimized. 

The Committee believes that the Department of Commerce should 
serve as a Clearing-house to ensure that federal and state laws do not 
impede the conversion desired by individual business sectors. As it 
becomes aware of impediments to the metric system, it should bring 
those impediments to the attention of government jurisdictions 
respensible for the particular law or regulation. Because many of the 
impediments tend to result from state and local regulatory constraints, 
the rtment should solicit the cooperation of metric coordinators 
and other state government officials. The Committee also believes that 
public education programs about the merits of long term metric 
conversion are an ee role for the private sector but does not 
recommend that the Department of Commerce allocate resources to 
this task. 
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immediately to the President and the of the 
through the Cabinet Council on Economic irs. As a result, most of 
these recommendations were the President and adopted 


The recent White House Conference on Productivity conducted 
under the auspices of the Committee has served to widen the 
discussion of these issues and expand the number of recommendations 


and outside of government will continue to ——— interest and 
recommendations about how to respond to the increasingly important 
challenge of improving re growth in America. 

The Committee appreciates those who have contributed to its 
work. As citizens, taxpayers, parents and neighbors, all Americans 
have a responsibility to work together to assure future growth in 
Ss It is the pathway to higher standards of living. 

uctivity growth means jobs, incomes and economic growth. We 
remain convinced that America is responding dynamically to our 
yy challenge in a way that will provide a new standard of 
iving for all Americans. 


Advisory 
amended (5 U.S.C. App. I), an 
committee on strategies for 
increasing national productivity in 
the United States, it is hereby 
ordered as follows: 
Section 1. Establishment. (a) There is 
established the National Productivity 
i Committee. The Committee 
shall be composed of distinguished 
citizens appointed by the President, 
only one of whom may be a full-time 


Sec. 2. Functions. (a) The 
Committee shall advise the President 
and the of the 
through the Cabinet Council on 
Economic Affairs on the Federal 
Government's role in 
higher levels of national productivity 
and economic 

(b) The Committee shall advise the 
President, the of the 
Treasury and the President's Task 
Force on Regulatory Relief with 

to the potential impact on 


respect 

and regulations. = 
(c) ommittee shall advise and 
work with the Cabinet 
Council on Economic Affairs 


Cc 

on 
(composed of the Secretaries of the 
Treasury, State, Commerce, Labor, 
and , the United States 
Trade Representative, the Chairman 


may 
(d) In the fF of its 


conduct a contin review and 


Sec. 3. Administration. (a) The heads 
of Executive shall, to the 
extent permitted by law, provide the 
Committee such information with 
respect to productivity as it may 
require for the purpose of carrying 


(b) Members of the Committee 
shall serve without compensation for 
However, members of the Committee 
who are not full-time officers or 
employees of the Federal 
Government shall be entitled to travel 
expenses, including per diem in lieu 
of subsistence, as authorized by law 
for persons serving intermittently in 


— service (5 U.S.C. 


eee 
expenses of the Committee 

sl pd to the extent permitted 

funds available for the 
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(d) Executive Secretary of the 
Cabinet Council on Economic Affairs 
shall serve as the Executive 
to the National Productivity Advisory 
Committee. 


(b) The Committee shall terminate 
on December 31, 1982, unless sooner 


extended.' 
The 


White House 
10, 1981. 


established by the Administrator of 
General Services 


reporting 

which are 
be 
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by 
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other Executive Order, the 


Sec. 4. General. (a) Notwithstanding 


Federal Advisory Committee Act, 
amended, except that of i 
Congress, 
advisory 
this Order, 
the Secretary 
with 


September 30, 1984 by Executive Order 12399, issued on 


' The Committee was extended until 


THE NATIONAL PRODUCTIVITY ADVISORY COMMITTEE 
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November 10, 1981 


* President, American Red Cross, effective january 1, 1983. 


Productivity Advisory Committee, and his staff, Douglas D. Anderson, 
Donna R. Mahon and Steven L. Skancke, in su — 


Commerce, Labor and Treasury, the White Ho 
Commerce, Labor and House Ciice of Policy 


Development, the Council of Advisers and the Office of 
Personnel Management in providing information for issues 
it considered. It also appreciates the valuable assistance provided by 
Louisa Wilcox in preparing this final report. 
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STATUS OF RECOMMENDATIONS 


RECOMMENDATION ACTION 
Capital Investment 
1. Reduce the Federal budget deficit Adopted by the Cabinet Council on 
significantly by red Federal Economic Affairs. Endorsed by 
spending first and then by President Reagan and reemphasized 
raising revenues in ways that will in his 1983 Federal Budget Message 
least impair incentives for and other public statements. 
working, saving and investing Reflected in legislative and 
administrative proposals. 


system with a system that would 
tax all incomes just once at rates 
not exceeding some low fixed rate 
and would provide for immediate 
expensing of all investment 


current incentives for investment. 
In addition, future tax code 


uncertainty about the future 


Presented to the Cabinet Council on 
Economic Affairs. Established 
Cabinet Council Working Group to 
develop specific policy and legislative 
initiatives. 


Adopted by the Cabinet Council on 
Economic Affairs. Reemphasized in 
Presidential statements and reflected 
in Administration's legislative position 
on various tax proposals introduced 
in 1983. Further study of this 
recommendation is within the 
mandate of the Cabinet Council 
Working Group on Capital 
Formation. 


Adopted by the Cabinet Council on 
Economic Affairs. Drafted 

on standards for a true lease that are 
pending signature by the 
Commissioner of Internal Revenue. 


RECOMMENDATION 


ACTION 


) and extend them to 
ic utilities; and remove the 
require a the 
investment tax credit over five 
years and that limit the amount 
of property that may be leased. 


5. Raise the Individual Retirement 
Account (IRA) ceiling for those 
already saving $2,000 per year 
and index it to keep pace with 
the rate of inflation. 


6. Make the IRA more attractive by 


—s 2 | weet -free, but 
drawals after four 
Ho 


7. Eliminate the distinction between 
short term and long term capital 


gains. 


8. Slow the growth of Social 
Security retirement and survivor 
benefits by limiting the inflation 
indexing of benefits to the excess 
of inflation over some minimal 
rate, e.g. inflation over four 


percent. 


9. Extend the age at which 
individuals can receive full Social 
Security retirement benefits from 
65 years to 68 years over a 12 
year period by extending the 
retirement age three months each 

. Future ts also might 
reduced by chan the 
Seine ciao call y benefits 


to average lifetime earnings. 


Considered by the Cabinet Council 
on Economic Affairs. Pending further 
Cabinet Council action in conjunction 
with other tax reforms. 


Considered by the Cabinet Council 
on Economic Affairs. Pending further 
Cabinet Council action in conjunction 
with other tax reforms. 


Considered by the Cabinet Council 
on Economic Affairs. Pending further 
Cabinet Council action in conjunction 
with other tax reforms. 


Considered by the Cabinet Council 
on Economic Affairs. Referred to and 
considered by the National 
Commission on Social Security 
Reform. Reflected conceptually in the 
statutory amendment to limit 
automatic increases in inflation 
indexed benefits based on the level of 
trust fund balances. 


Considered by the Cabinet Council 
on Economic Affairs. Referred to and 
considered by the National 
Commission on Social Security 
Reform. ion enacted to raise 
the normal retirement age gradually 
in two phases from age 65 10 67 by 
the year 2027. 


RECOMMENDATION ACTION 
Human Resources 

10. Amend Section 3304 (a)(4) of the | Adopted by the Cabinet Council on 
Federal Unemployment Tax Act Economic Affairs. by the 
to provide State agencies President and announced in his 1983 
flexibility to use unemployment _State of the Union Address. 
insurance funds in designing as part of the Employment Act of 
unemployment adjustment 1983. 
assistance to provide 
for “services and cash payment to 
stated-designated persons who 
encounter t dislocation 
from their jobs.” 

11. Make available Department of Adopted by the Cabinet Council on 
Labor technical assistance— Economic Affairs. Undertaken by the 
training of State staff, techniques een of Labor Employment 
of program development, and on- Training Administration. 
site assistance for the initial 
implementation of the program. 

12. Sues Ce Serena ane Adopted by the Cabinet Council on 
use of state and local care Economic Affairs. Promoted by the 
coalitions. President's Special Assistant for 

Private Sector Initiatives. 

13. Develop nonregulatory guidelines Adopted by the Cabinet Council on 
for ble activities of state Economic Affairs. Referred to the 
and local health care coalitions to Department of Justice. 
constrain rising health care 

to remove uncertainty 
about antitrust prohibitions 
governing their activities. 

14. Adopt a system of prospective Adopted by the Cabinet Council on 
budgeting for institutional care Economic Affairs. Enacted in 1983 

ts and encourage private Social Security amendments to apply 
sector institutions to do the ae eed gener Poems 
same. implementation regulations erway 
at Department of Health and Human 
Services. 
15. Support further tation Adopted by the Cabinet Council on 


Economic Affairs. Promoted by 
ae eee canes Oe 
agency officials in public speeches 
and meetings. 


16. 


17. 


18. 


t and government at _labor, business and government on a 
a national level on issues related § wide range of national and 


a product ty international issues, especially 
quality of working life. through the establishment of special 


Role of Government in the Economy 


Maintain Clean Air Act passenger Adopted by the Cabinet Council on 
car emission standards at 1980 Economic Affairs. Embodied in the 
levels to mitigate the significant Administration's guiding princi 

sabes qualche impact of sent to the Congress. by 


RECOMMENDATION ACTION 


the 1981 and 1984 emission the House Energy Committee, but 
19. Eliminate regulatory decision- Considered by the Cabinet Council 
making based on j on Economic Affairs and the Cabinet 
requirements and end the Council on Natural Resources and 
discrimination against new plants the Environment. Adopted and 
created by the new source supported by the Administration as 
performance standards. an ongoing effort to increase 
efficiency in government regulations 
No Congressional action taken 
20. Review the National Ambient Air Considered by the Cabinet Council 
Quality Standards (NAAQS) on Economic Affairs and the Cabinet 
Se eee © Say © ent Council on Natural Resources and 
assure the com the Environment ed and 
requirements are set to supported by the Administration as 


production 
21. Amend the Clean Air Actto Considered by the Cabinet Council 


and welfare costs in developing | Council on Natural Resources and 
secondary NAAQS. the Environment. Adopted and 


22. Recognize the EPA Emission Considered by the Cabinet Council 
Policy Statement of April on Economic Affairs and the Cabinet 
7, 1982 as an important first step Council on Natural Resources and 
toward a flexibleand _— the Environment. Adopted and 
efficient control system. supported by the Administration as 


RECOMMENDATION 


23. Expand the EPA Emissions 
Trading Policy Statement into a 
full Permit 
(TDP) system for nitrous oxides 
and volatile organic compounds 
and use it to replace the current 
equipment based standards now 

regulation. Further, 


24. Expand thrift institution lending 


improve ‘heir profitability and 
productivity and to increase the 
productivity of the industries that 
rely on funds from thrift 
institutions. 


Committee deregulation of 
interest rates so commercial 
banking and thrift institutions 
can compete more efficiently for 
short term loanable funds. 


26. Exempt from i 
pm branching 
leased customer transaction 
terminals and permit less 
i use of productivity 
enhancing technology in 
banking. 


(EFT) 
ystems and provide elines 
on the application of antitrust 


Adopted by the Cabinet Council on 
Economic Affairs. Implemented by 
the Depository Institutions 

ion Committee in the new, 


Adopted by the Cabinet Council on 
Economic Affairs. Referred to the 
Vice President's Task Group on 
Regulation of Financial Services. 
Being considered in conjunction with 


interstate banking activities. 


Adopted by the Cabinet Council on 
Economic Affairs. Referred to the 
Justice nt for further 


review, although current proliferation 


of shared EFT systems indicates 


ind willingness to proceed 
ibe Gand Gone 


RECOMMENDATION 


ACTION 


31. 


examination of State chartered Economic Affairs. Referred to the 
federally insured commercial Vice President's Task Group on 
banks rather than concurrent Regulation of Financial Services. 
examinations to free banks and Remedial legislative 

government audit resources for currently are under ulation. 
more productive uses. 


Amend the Immigration and Adopted by the Cabinet Council on 
Nationality Act to permit waivers Economic Affairs. Proposed 

of visa requirements for nationals legislation pending action by the 
of up to eight countries for an Congress. 
experimental three year period 

for visitors int to stay no 

longer than ninety in the 

United States vyho have 


Research, Development and Technological Innovation 
the Administration's Adopted by the Cabinet Council on 
efforts to modernize the Patent Economic Affairs 


and Trademark Office and legislation was enacted August 27, 
su the 1982 in PL 97-247 

through user fees 
comparable with fees charged in 
other countries. 
Restore part of expired patent Adopted by the Cabinet Council on 
terms to a ts whose — Economic Affairs. Proposed 
ee SS Seow Oy ane pee legislation pending action by the 

review to Congress. 

po ove tives for research 
and innovation. 
panne Yaaro yr ron Adopted by the Cabinet Council on 
across all t agencies Economic Affairs. 


that permit all government _ legislation was not adopted by the 


defined areas, to retain esta except where 
commercial rights to their prohibited by legislation. 
inventions to greater 

incentives for developing and 


RECOMMENDATION ACTION 
career commitment to university award will be presented in February 
research and teaching. 1984. 

Se nn es ees Adopted by the Cabinet Council on 
agencies should fund economic Affairs. Proposed 
(Rey wpe ar pl pees legislation. 
pot mo million for research and 

training in 
manufacturing engineering in 
universities and institutions that 
match this funding one-for-one 

42. Review current antitrust laws and Adopted by the Cabinet Council on 
practices to clarify their Economic Affairs. Proposed National 
application to Productivity and Innovation Act of 
research and t. In ae ton 
addition, the of September 12, 1983. 

Justice should revise or expand 
its business review procedures to 
a contin dialogue 
Justice corporate 
officials on cooperative 
ventures, those that are 

oriented to production 

43. Provide Internal Revenue Service Adopted by the Cabinet Council on 

on the use of Limited Economic Affairs. Provided 
Partnerships for guidelines and material 
cooperative R&D and provide on research limited 
information assistance to eae the 
organizations to establish ts of and 
such ips. In addition, Treasury. Testified in favor of 
the Treasury and Commerce extending the Incremental Research 
Departments should evaluate the and Tax Credit. 
impact of the incremental R&D C alternative proposals to 
tax credit and possible improve the efficiency and 
modifications to it that would effectiveness of research and 
maximize R&D investments more development tax incentives. Proposed 
to contribute to new definition of tax creditable 
uctivity improvement research and experimentation 
activities. 
4. Direct the Treasury Department § Adopted by the Cabinet Council on 


Economic Affairs. Considering 
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RECOMMENDATION ACTION 
regulations to extend the alternative proposals to improve the 
definition of “qualified research” _— efficiency and effectiveness of 
to include non-manufacturing research and development tax 
sector expenditures on incentives. 
development, and investment for 
activities such as testing for 
quality control, efficiency and 
Ss NE, SAS 
alternative management 
marketing techniques. 

45. Allocate a share of Adopted by the Cabinet Council on 
improving productivity to service recommendation to departments and 
sectors of the economy. research proposals. Focused on 

service and nonmanufacturing 
activities in expanded federal 
areas. 

46. Acknowledge the role of metric | Adopted by the Cabinet Council on 
conversion in ing U.S. Economic Affairs. Acknowledged and 
international competitiveness and accepted by the Secretary of 
productivity in certain industries as appropriate federal 
and endorse unimpeded policy on metric conversion. 
conversion on an industry-by- 
industry basis, justified by 

sector competitive forces. 
version be neither 
mandated nor prohibited, and 
the t of Commerce 
should provide a clearing-house 
service to channel of 


